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U.S.  Foreign  Trade  and  World  Economy 

BY  HOWARD  P.  WHIDDEN,  Jr. 


THE  United  States  will  emerge  from  the  war 
with  an  economic  influence  greater  than  that  of 
any  other  nation  in  the  world.  Its  vastly  expanded 
productive  capacity  and  its  creditor  position  will 
be  unequalled  anywhere.  As  a  result,  for  some 
years  to  come,  this  country  will  be  the  primary 
source  not  only  of  capital  goods  but  also  of  inter¬ 
national  investment  funds.  Inevitably,  leadership 
in  rebuilding  the  world  economy  will  fall  largely 
on  the  United  States.  Failure  on  our  part  to  accept 
this  responsibility  would  divide  the  world  into 
trading  blocs  which  would  lead  to  economic  con¬ 
flict  and  frustrate  current  plans  to  make  a  world¬ 
wide  extension  of  prospjerity  one  of  the  chief  bul¬ 
warks  of  peace. 

Restoration  of  international  trade  on  a  sound 
basis  will  offer  great  opportunities  and  advantages 
to  this  country.  The  United  States  will  need  exten¬ 
sive  foreign  markets  if  full  employment  is  to  be 
maintained  in  its  war-expanded  economy.  It  will 
need,  in  addition,  increased  imports  of  foreign 
goods  to  fill  the  requirements  of  American  pro¬ 
ducers  and  to  raise  our  standard  of  living,  as  well 
as  to  provide  other  nations  with  dollars  to  pay  for 
American  exports.  Surplus  funds  will  be  in  search 
of  profitable  investment  openings  abroad.  Under 
these  circumstances,  the  United  States  will  be  foster¬ 
ing  its  own  welfare,  as  well  as  that  of  the  world,  if 
it  takes  the  lead  in  restoring  and  expanding  a 
multilateral  system  of  trade  and  finance  under 
which  the  maximum  advantages  of  international 
commerce  can  be  achieved. 

Fulfilment  of  this  objective  will  depend,  of 
course,  on  American  participation  in  a  world  or¬ 
ganization  capable  of  curbing  lawless  elements  in 
the  society  of  nations.  In  addition,  the  United 
Nations  must  eschew  trade-restricting  policies  after 
the  war,  and  cooperate  to  maximize  the  production 
and  exchange  of  goods.  The  maintenance  of  a  mul¬ 
tilateral  system  will  be  determined,  moreover,  by 
the  willingness  and  ability  of  the  United  States  to 
provide  the  rest  of  the  world  with  a  large  and  steady 
supply  of  dollars,  so  that  the  strains  imposed  on 


other  nations  by  our  failure  to  do  this  in  the  inter-  i 
war  years  will  not  be  repeated.  And  the  post-war  [ 

supply  of  dollars — which  would  be  made  available  5 

to  other  countries  through  American  purchases  of  j 
their  goods  and  services  and  American  exports  ot  < 
capital— will  be  adequate  only  if  the  United  States,  ( 
in  addition  to  lowering  its  barriers  against  foreign  j 
goods,  can  maintain  stability  in  its  domestic  econ-  j 

omy  and  pursue  a  consistent  policy  of  foreign  ; 

lending. 

I 

THE  INTER-WAR  RECORD 

The  importance  of  the  dollar  supply  problem  j 
and  its  relationship  to  domestic  prosperity,  foreign 
lending  and  trade  barriers  can  be  strikingly  illus¬ 
trated  from  the  record  of  American  foreign  trade 
in  the  inter-war  years.  The  sudden  emergence  of 
the  United  States  as  a  creditor  nation  in  1918  and 
the  wartime  expansion  of  its  exports — which  was 
given  added  impetus  after  the  war  by  Europe’s  re¬ 
lief  and  reconstruction  needs — presented  this  coun¬ 
try  with  vast  problems  of  readjustment.  The  same 
forces  which  so  rapidly  transformed  the  United 
States  into  a  great  creditor  nation  placed  serious 
obstacles  in  the  way  of  adaptation  to  that  position 
by  means  of  a  change  in  the  balance  of  trade.  An 
increase  in  imports  sufficient  to  supply  foreign 
countries  with  the  dollars  they  needed  to  pay  their 
war  debts  and  continue  their  purchases  of  Amer¬ 
ican  exports  would  have  necessitated  further  ad¬ 
justments  in  our  domestic  economy.  These  were 
avoided  by  the  export  of  capital  in  large  amounts 
throughout  most  of  the  twenties.  Additional  dol¬ 
lars  supplied  in  this  way  tended  to  produce  an 
excess  of  receipts  on  current  account,  and  the  tariff 
increases  of  1921-22  operated  in  the  same  direction 
by  restricting  imports.  But  toward  the  end  of  1928 
the  flow  of  American  capital  began  to  ebb  and, 
after  the  onset  of  depression  in  1929,  practically 
ceased  altogether,  not  to  be  revived  to  any  signifi¬ 
cant  extent  during  the  remaining  inter-war  years. 

A  few  figures  will  show  the  combined  impact  of 
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the  cessation  of  capital  exports  and  the  depression, 
which  directly  curtailed  the  supply  of  dollars  by 
cutting  national  income  in  half  and  automatically 
reducing  imports  from  foreign  countries.  In  the 
late  twenties  the  United  States  was  paying  out,  in 
long-term  investments  and  purchases  of  goods  and 
services,  a  total  of  about  $7.4  billion  annually.  By 
1932  the  volume  of  dollars  supplied  by  the  United 
States  had  dropped  to  $2.4  billion,  or  less  than  a 
third  of  the  1929  amount.  And  out  of  this  sum, 
foreign  nations  owed  the  United  States  approx¬ 
imately  $900,000,000  for  fixed  interest  and  amorti¬ 
zation  charges,  including  service  on  the  war  debts. 
This  meant  that  if  contractual  obligations  had  been 
fully  honored,  the  amount  of  dollars  available  in 
1932  for  all  other  payments — including  purchase  of 
American  exports — would  have  been  roughly  1.5 
billion,  or  less  than  a  fourth  of  the  pre-depression 
total.*  This  drastic  reduction  in  dollar  supply  pro¬ 
duced  a  severe  disturbance  in  the  world  economy, 
which  was  relieved  in  part  during  the  recovery 
phase  but  appeared  again  as  a  result  of  the  1937-38 
recession  in  the  United  States. 

Meanwhile,  the  shortage  of  dollars  which  existed 
in  the  early  thirties  led  to  a  serious  drain  on  the 
gold  and  foreign  exchange  reserves  of  other  na¬ 
tions,  thus  contributing  to  the  depreciation  of  for¬ 
eign  currencies.  Even  American  purchases  of  gold, 
after  its  price  had  risen  in  dollars  and  many  other 
currencies,  failed  to  remedy  the  dollar  shortage, 
since  the  greater  part  of  the  huge  influx  of  gold 
into  the  United  States  between  1934  and  1938  was 
caused  by  heavy  capital  transfers  from  Europe  and 
did  not  produce  free  dollar  exchange  for  the  pur¬ 
chase  of  American  gcxxls. 

RESULTS  OF  DROP  IN  DOLLAR  SUPPLY 

The  distortion  of  the  international  economic 
structure  resulting  from  the  decline  in  the  supply 
of  dollars — a  decline  which  was  further  accentuated 
by  the  reduction  of  imports  caused  by  the  Hawley- 
Smoot  Tariff  of  1930 — inevitably  depressed  business 
activity  abroad  and  produced  foreign  exchange 
problems  of  serious  proportions.  Other  countries 
tried  to  make  the  necessary  adjustments  to  meet 
the  situation.  They  defaulted  on  their  debt-service 
obligation  and  not  only  used  such  orthodox  meth¬ 
ods  as  deflation  and  higher  tariffs  to  cut  their  im¬ 
ports  and  raise  their  exports,  but  also  resorted  to 
currency  depreciation,  preferential  tariffs,  and  dis¬ 
criminatory  exchange  and  import  controls.  While 
not  directed  solely  against  the  United  States,  these 
policies  diverted  purchases  by  foreign  nations  from 

I.  U.S.  Department  of  0)mmerce,  Bureau  of  Foreign  and 
Domestic  Otmmerce,  Foreign  Trade  After  the  War  (Washing¬ 
ton,  Government  Printing  Office,  October  1943),  p.  3. 
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the  United  States  to  other  countries,  and  narrowed 
the  gap  between  dollars  supplied  and  dollars  used. 

This  situation  presented  American  exporters 
with  the  problem  of  trying  to  hold  markets  in 
countries  where  there  was  a  demand  for  Ameri¬ 
can  goods— but  a  demand  which  was  ineffective 
owing  to  lack  of  the  necessary  dollar  exchange. 
In  1929  the  United  States’  share  of  the  total  im¬ 
ports  of  foreign  countries  was  approximately  17 
per  cent;  during  the  period  1933-38  it  was  only 
13  per  cent.  Or,  put  another  way,  while  the  value 
of  total  imports  of  foreign  countries  fell  60  per 
cent  betvyeen  1929  and  1932,  imports  from  the 
United  States  fell  almost  70  per  cent.  According 
to  calculations  of  the  Department  of  Commerce, 
this  meant  that  “American  exporters  lost  each  year 
no  less  than  750  million  dollars  of  business  that 
they  might  have  had  if  we  had  maintained  our 
pre-depression  share  of  the  imports  of  other  coun¬ 
tries.’’’  It  was  in  part  the  discriminatory  diversion 
of  purchases  by  foreign  countries  from  the  United 
States  to  other  sources  of  supply  that  led  to  the 
replacement  of  the  earlier  American  surpluses  on 
current  account  by  slight  deficits  during  the  years 
1935-37,^  an  adjustment  brought  about  in  large 
measure  by  contraction  rather  than  expansion,  at 
the  expense  of  American  exports. 

It  is  often  said  both  here  and  abroad  that  the 
United  States,  by  refusing  to  accept  an  import  sur¬ 
plus  during  the  twenties,  failed  to  “act  like  a  cred¬ 
itor  nation.’’  In  answer  to  this  contention,  it  is 
sometimes  argued  that  there  was  no  reason  why 
this  country  should  have  accepted  an  immediate 
change  in  its  balance  of  trade.  Those  who  advance 
this  argument  point  out  that  until  1914  Britain 
had  almost  continuously  had  an  excess  of  re¬ 
ceipts  on  current  account — a  merchandise  import 
surplus  being  more  than  made  up  by  earnings 
from  investments  and  services  such  as  banking 
and  shipping.  However,  it  should  be  remembered 
that  Britain  acted  as  a  creditor  nation  because  it 
regularly  supplied  the  world  with  an  outflow  of 
long-tertn  investments  and  at  the  same  time  stimu¬ 
lated  imports  by  a  free  trade  policy.  The  United 
States,  by  increasing  its  tariffs  and  thus  refusing  to 
encourage  a  merchandise  import  surplus,  and  by 
not  maintaining  a  sound  and  productive  program 
of  foreign  lending,  failed  to  fulfill  its  proper  func¬ 
tion  as  a  creditor  nation. 

WILL  TRADE  BARRIERS  BE  REDUCED.? 

The  end  of  World  War  II  will  afford  this  coun¬ 
try  an  opportunity  to  take  the  lead  in  establishing 

2.  Ihid.,  p.  4. 

3.  Other  factors  were  large  silver  purchases  and  severe  drought 
in  the  United  States. 


a  sound  economic  order  in  the  world  and  to  par¬ 
ticipate  more  fully  in  the  advantages  of  interna¬ 
tional  trade.  It  will  not  be  sufficient,  however,  for 
the  United  States  after  this  war  simply  to  refrain 
from  mistakes  of  the  inter-war  years.  Apart  from 
wartime  trade  controls,  the  situation  with  respect 
to  trade  barriers  will  be  vastly  different  from  what 
it  was  in  1919,  when  tariffs  were  generally  low 
and  Britain  and  its  colonies  were  virtually  a  free 
trade  area.  The  general  trade-restricting  policies 
of  the  thirties  have  left  a  network  of  trade  bar¬ 
riers  far  higher  than  those  of  the  earlier  period. 
Moreover,  special  problems  arising  from  the  war — 
British  exchange  difficulties,^  the  reorientation  of 
Europe’s  economy,  and  the  threat  to  certain  areas 
resulting  from  displacement  of  natural  products 
by  synthetics  —  will  reinforce  tendencies  toward 
maintaining  the  additional  trade-restricting  meas¬ 
ures  which  have  been  imposed  during  the  war. 
This  means  that  positive  efforts  will  have  to  be 
made  to  lower  trade  barriers  lest  the  opposite 
tendency  lead  to  higher  and  higher  restrictions 
lx)th  by  unilateral  and  bloc  action,  and  pre-war  as 
well  as  potential  new  markets  for  American  ex¬ 
ports  are  seriously  limited. 

To  prevent  such  a  development,  the  United 
States  will  have  to  adopt  measures  designed  to 
remedy  the  balance  of  payment  difficulties  which 
many  countries  have  experienced  in  the  past — 
and  fear  in  the  future — as  a  result  of  their  con¬ 
sistent  import  balance  in  trade  with  this  country. 
Foreign  lending,  it  is  true,  can  help  to  alleviate 
this  problem,  but  capital  exports  can  play  only  a 
limited  part  in  remedying  balance  of  payments 
difficulties.  If  repetition  of  the  debacle  of  the  thir¬ 
ties  is  to  be  avoided,  lending  operations  must  be 
combined  with  a  trade  policy  which  will  permit 
foreign  nations  to  discharge  their  obligations  to 
the  United  States  so  far  as  possible  by  means  of 
current  trade.  And  this,  in  turn,  calls  for  a  reduc¬ 
tion  in  the  American  tariff  substantial  enough  to 
permit  other  countries  to  regain  and  expand  their 
sales  in  the  American  market. 

There  is  much  evidence  that,  without  American 
leadership  in  the  lowering  of  trade  barriers,  many 
foreign  nations  will  raise  their  tariffs  and  intensify 
preferential  agreements,  exchange  controls,  dis¬ 
criminatory  bilateral  arrangements,  quantitative 
import  restrictions  and  various  forms  of  state  con¬ 
trol,  and  will  tend  to  maintain,  rather  than  relax, 
rigid  wartime  controls  and  restrictions.  Extension 
and  integration  of  these  practices  into  a  trading 
bloc,  such  as  that  sponsored  by  The  Economist,^ 

4.  Sec  H.  P.  Whidden,  Jr.,  “Britain’s  Postwar  Trade  and 
World  Economy,"  Foreign  Policy  Reports,  December  15,  1943. 
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would  seriously  affect  the  volume  and  composition  il 

of  American  trade  and  would  inevitably  curtail  <3 

American  exports,  even  if  this  country  should  t 

respond  by  adopting  comparable  state  controls.*  ; 
Expansion  of  our  exports  will  not  of  itself  bring  ‘  c 
about  full  employment,  but  a  blocking  of  our  t 

trade  might  well  lower  the  level  of  production  and  c 

income  in  the  United  States.  This  would  reduce  i 

imports  and,  therefore,  the  supply  of  dollars,  which  .  r 
in  turn  would  lead  to  a  further  decline  in  mer-  t 

chandise  exports  unless  capital  exports  were  used  a 

simply  to  provide  dollar  exchange  to  pay  for  our  t 

goods.  By  contrast,  a  lowering  of  the  American  I 

tariff — if  it  led  to  a  world-wide  reduction  of  trade  f 

barriers — would  set  in  motion  a  chain  of  events  a 

which  might  be  traced  as  follows:  the  opening  of  f 

larger  markets  for  American  exports  would  tend 
to  increase  production  and  employment  in  this  i 
country  and  therefore  lead  to  imports  in  addition  ^ 
to  those  encouraged  directly  by  the  reduction  in  ^ 
our  tariff,  the  increased  imports  providing  dollars  ;  ^ 
for  greater  exports  and  for  interest  and  amortization  ^ 
payments  on  our  foreign  investments  and  loans,  j  • 

( 

NEED  FOR  MULTILATERAL  AGREEMENT  i  ^ 

A  unilateral  reduction  of  the  American  tariff  ' 
might  have  some  effect  in  breaking  down  foreign  ] 
trade  barriers,  but  it  seems  clear  that  a  more  prom¬ 
ising  method  of  reducing  both  our  own  tariff  and 
the  tariffs  and  various  trade  restrictions  of  other  ‘ 

nations  would  be  through  a  multilateral  conven-  ’ 

tion  or  agreement  on  commercial  policy.**  For,  by  ‘ 
means  of  the  multilateral  approach,  each  nation  | 
could  relax  restrictions  on  its  imports  in  the  knowl-  ;  ' 
edge  that  all  other  countries  would,  at  the  same  ;  ' 
time,  be  opening  up  markets  for  its  exports.  Lack¬ 
ing  this  assurance,  a  nation  which  feared  domestic  * 
unemployment  would  hesitate  to  open  its  mar-  1 
kets,  for  imports — without  counterbalancing  ex-  j  ’ 
ports — create  unemployment  in  a  less  than  fully  ^ 
employed  economy.’  The  United  States,  however, 
owing  to  its  strong  creditor  position  and  the  fact 
that  its  imports  are  small  in  relation  to  its  pro-  ;  j 
duction,  can  more  easily  than  any  other  country 
take  proper  measures  to  avoid  whatever  temporal-  ' 

5.  See  series  of  articles  entitled  “The  Principles  of  Trade,"  j 

The  Economist  (London),  January  1 — February  19,  1944,  in 
which  this  influential  British  journal  advocates  a  highly  in-  < 

tegrated  trading  system  based  on  the  Empire  and  Common-  j 

wealth  (excluding  Canada),  but  capable  of  extension  to  the 
countries  of  western  Europe  with  their  colonial  possessions. 

6.  For  support  in  this  country  of  governmental  controls  over  < 

foreign  trade  to  counter  their  use  by  foreign  countries,  see  1 

speech  of  Mr.  Arthur  Paul,  of  the  Foreign  Economic  Adminis¬ 
tration,  New  York,  Times,  June  29,  1944.  ! 

6a.  See  “World  Trade  and  Employment”  (New  York,  Com-  ‘ 
mittee  on  International  Economic  Policy,  June  28, 1944),  pp.  6  fl.  ‘ 

7.  For  brief  explanation  of  the  Keynes  doctrine  on  this  sub¬ 
ject,  see  The  Economist,  January  15,  1944. 
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ily  depressing  effects  might  arise  from  tariff  re¬ 
duction.  It  is  in  the  strongest  position,  therefore, 
to  take  the  initiative  in  such  an  agreement. 

An  effective  and  successful  multilateral  trade 
convention  would  probably  call  for  substantial 
tariff  reductions  by  all  countries,®  to  be  put  into 
effect  at  once  or  in  several  stages.  It  would  also 
include  provision  for  the  elimination,  either  im¬ 
mediate  or  gradual,  of  quantitative  import  restric¬ 
tions,  export  subsidies,  foreign  exchange  controls, 
and  discriminatory  tariff  arrangements  such  as 
those  existing  in  the  British  Commonwealth  and 
British  Empire.  At  the  same  time,  it  might  recom¬ 
mend  negotiation  of  bilateral  but  not  exclusive 
agreements  for  further  tariff  reductions  between 
pairs  of  nations,  on  the  model  of  the  Reciprocal 
Trade  Agreements  inaugurated  in  1934  by  Sec¬ 
retary  of  State  Cordell  Hull.  Bilateral  agreements 
between  the  United  States  and  members  of  the 
British  Commonwealth  would  be  particularly  ef¬ 
fective  in  opening  up  the  channels  of  international 
trade.  From  the  combined  effects  of  a  program  like 
this— especially  if  it  were  initiated  before  the  end 
of  hostilities — the  United  States,  as  well  as  the  rest 
of  the  world,  would  gain  immeasurable  benefits. 

FUTURE  SUPPLY  OF  DOLLARS 

Assuming  a  general  reduction  of  trade  barriers 
and  a  reasonable  opportunity  for  the  expansion  of 
trade  on  a  multilateral  basis,  it  is  possible  to  ex¬ 
amine  the  factors  which  might  be  expected  to 
determine  the  volume  and  composition  of  United 
States  foreign  trade  in  the  post-war  years.  Dollar 
supply  will  again  be  of  fundamental  importance, 
for  it  seems  certain  that  after  the  war  the  world’s 
demand  for  American  goods,  if  it  is  not  forcibly 
restrained,  will  tend  to  be  stronger  than  the  Amer¬ 
ican  demand  for  foreign  gocxls  and  services.  At 
the  same  time,  the  pressure  of  foreign  demand  will 
be  reinforced — after  pent-up  American  require¬ 
ments  have  been  satisfied — ^by  domestic  pressure 
seeking  through  exports  to  find  remunerative  mar¬ 
kets  for  the  products  of  our  greatly  expanded  pro¬ 
ductive  capacity. 

The  United  States  will  once  more  be  faced  with 
the  problem  of  supplying  the  world — through  pur¬ 
chases  of  imports  and  services  and  by  means  of  cap¬ 
ital  exports — with  enough  dollars  to  accommodate 
the  merchandise  exports  which  this  country  will  be 
anxious  to  sell  and  which  the  world  will  wish  to 
buy.  For  no  country  can  for  any  length  of  time  ex- 

8-  This  might  require  some  motlification  or  exception  for  in¬ 
dustrializing  countries,  where  the  infant  industry  argument  may 
have  a  measure  of  justification.  If  industrializing  countries  used 
subsidies  rather  than  tariffs  to  protect  new  industries,  however, 
protection  could  be  removed  much  more  easily. 


n? 

port  more  to  foreign  countries  than  it  imports  from 
or  lends  to  them.  As  a  recent  study  published  by 
the  Department  of  Commerce  says:  “What  is  em¬ 
phatically  not  possible  is  to  have  ic  both  ways — a 
large  volume  of  dollar  receipts  against  a  small 
volume  of  dollar  payments.”^  The  problem,  then,  is 
whether  the  United  States  is  prepared  to  buy 
enough  and  lend  enough  to  provide  the  financial 
counterpart  to  an  expanding  export  trade,  and  in 
the  end,  of  course,  to  accept  repayment  for  its  loans. 

DOLLAR  SUPPLY  IN  TRANSITIONAL  PERIOD 

During  the  immediate  post-war  years,  however, 
the  problem  of  dollar  supply  will  probably  not  be 
acute,  for  exports  will  compete  with  domestic  de¬ 
mand  for  goods  that  are  in  short  supply.  The 
volume  of  American  sales  abroad  in  a  wide  range 
of  such  commodities  will  be  largely  determined, 
therefore,  by  two  considerations:  the  necessity  to 
restore  economic  life  abroad,  and  the  desire  to 
hold  open  trade  channels  for  the  longer  run.  Un¬ 
der  these  circumstances,  foreign  holdings  of  gold 
and  the  accumulated  supply  of  dollars  abroad  in 
the  form  of  dollar  balances,  plus  American  as¬ 
sistance  in  providing  relief  where  funds  are  not 
available,  should  be  adequate  to  accommodate 
what  may  be  called  transition  exports. 

Many  foreign  nations  will  be  able  after  the  war 
to  finance  their  purchases  of  such  American  goods 
as  are  available.  The  Latin  American  republics,  for 
example,  possess  gold  and  dollar  balances  which 
may  reach  over  3.5  billion  by  the  end  of  1944,'° 
while  enemy-occupied  European  countries  possess 
dollar  balances,  now  held  in  this  country,  amount¬ 
ing  to  approximately  2.5  billion."  On  the  other 
hand,  several  of  our  allies  will  have  to  receive 
help  in  paying  for  their  immediate  post-war  needs. 
The  United  States  has  already  pledged  $1,340,- 
000,000  to  the  operation  of  UNRRA,  a  large  part 
of  which  will  be  left  for  expenditure  in  the  transi¬ 
tion  period.  Supplementing  this  there  may  be  fur¬ 
ther  appropriations  for  UNRRA,  official  and  pri¬ 
vate  aid,  and  government  credits  and  loans.  What¬ 
ever  the  measures  adopted,  foreign  trade  will  un¬ 
doubtedly  remain  more  or  less  abnormal  during 
the  immediate  post-war  years;  the  volume  of  our 
exports  will  be  influenced  in  part  by  the  balancing 
of  needs  against  supplies,  as  well  as  by  the  ability 
of  foreign  countries  to  acquire  dollars  through 
normal  commercial  methods. 

9.  U.S.  Department  of  Commerce,  Bureau  of  Foreign  and 
Domestic  Commerce,  The  United  States  in  the  World  Economy 
(Washington,  Government  Printing  Office,  1943),  p.  24. 

10.  Business  Weeh  (New  York),  April  8,  1944. 

11.  As  of  June  1942.  Sec  The  United  States  in  the  World 
Economy,  cited,  p.  23. 
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After  the  relief  and  rehabilitation  period  is  over, 
however,  foreign  trade  will  have  to  return  to  a 
self-sustaining  basis,  and  exports  will  once  again 
become  subject  to  the  ability  of  other  nations  to 
pay.  This  period  will  test  the  capacity  of  the 
United  States  to  achieve  a  balance  in  its  foreign 
trade  conducive  to  prosperity  at  home  and  abroad, 
and  hence  to  our  full  participation  in  the  advan¬ 
tages  of  international  trade. 

IMPORTS  AND  DOLLAR  SUPPLY 

In  any  description  of  the  long-run  problems  of 
American  foreign  trade  it  is  essential  to  examine 
the  permanent  elements  contributing  to  the  supply 
of  dollars  in  foreign  hands.  Of  these  the  chief 
is  the  volume  of  commodities  imported  by  the 
United  States.  Although  it  is  impossible  to  fore¬ 
cast  a  definite  volume  of  post-war  imports,  past 
experience  provides  at  least  a  starting  point  from 
which  to  proceed.  Experience  indicates  that,  while 
tariffs  and  other  barriers  may  curtail  imports,  a 
high  level  of  national  income  and  production  in 
this  country  is  an  indispensable  condition  of  a 
high  level  of  imports.  It  was  invariably  true  dur¬ 
ing  the  inter-war  years  that  imports  were  high  in 
times  of  domestic  prosperity  and  low  in  times  of 
depression.  This  is  explained  by  the  fact  that  the 
demand  for  imported  materials  intended  for  fur¬ 
ther  fabrication,  which  normally  composed  over 
70  per  cent  of  total  imports,  closely  paralleled  the 
level  of  industrial  production,  while  imports  of 
consumers’  goods  such  as  woolens,  whisky  and 
coffee  rose  and  fell  with  consumers’  incomes. 

An  analysis  of  future  trade  prospects,  therefore, 
must  take  into  account  the  level  of  business  ac¬ 
tivity  in  the  United  States.  On  the  basis  of  an 
avowedly  optimistic  assumption  that  in  1948  the 
United  States  will  be  maintaining  capacity  out¬ 
put,  it  has  been  estimated  that  the  gross  national 
product  might  be  $175  billion  at  1942  prices,  with 
industrial  production  double  the  1935-39  totals. 
If  past  relationships  hold  and  if,  as  seems  possible, 
imjx)rt  prices  are  the  same  as  in  1942 — when  they 
were  about  32  per  cent  higher  than  1955-39  levels — 
this  would  mean  imports  valued  at  $6.3  billion.*^ 
Such  an  estimate  of  1948  imports,  based  on  a 
mechanical  projection  of  past  relationships,  is  in¬ 
tended,  however,  to  give  only  a  general  idea  of 
import  possibilities  under  full  production  in  the 
United  States,  and  takes  no  account  of  wartime 
changes  which  might  alter  the  character  of  our 

12.  Foreign  Trade  After  the  War,  cited,  pp.  6-7.  Changes  in 
imixirt  prices,  either  upward  or  downward,  arc  not  likely  to 
have  a  serious  elTect  on  import  volume  in  view  of  the  fact  that 
the  primary  goods  which  predominate  in  our  imports  arc  not 
very  responsive  to  price  changes. 


imports,  or  raise  or  lower  the  total.  Although  the 
influence  of  these  changes  cannot  be  measured 
statistically,  it  is  possible  to  reach  some  conclusions  ! 
as  to  their  effects.  ^ 

PROBABLE  INFLUENCE  OF  WARTIME  DEVELOPMENTS  !  ' 

Certain  developments  will  undoubtedly  tend  to  | 
keep  the  increase  in  import  volume  below  that  !  ^ 
assumed  for  industrial  production.  For  several  ^ 
years  before  the  war,  imports  or  raw  silk  were  ^ 
rapidly  yielding  to  domestic  production  of  artificial  ^ 
textiles,*^  and  this  trend  can  be  expected  to  con-  j 
tinue.  More  significantly,  the  war  has  stimulated  ^ 
domestic  production  of  goods  formerly  imported  ^ 
in  large  quantities,  among  which  rubber  is,  of  ^ 
course,  the  outstanding  example.  Whereas  imports  | 
of  natural  rubber  amounted  to  almost  $250,000,000  ^ 

in  1937,  and  to  $178,000,000  in  1939,  it  seems  un-  ^ 
likely  that  this  country  in  1948  will  need  to  sup-  ^ 
plement  production  of  the  synthetic  product  with  1  j 
imports  of  muoh  more  than  $100,000,000.  Pro-  [  ^ 
duction  of  synthetic  fertilizers  has  also  expanded  j 
enormously  and  will  probably  reduce  purchases  ^ 
abroad,  while  in  the  agricultural  field  domestic  ^ 
output  of  soy,  cottonseed  and  peanut  oils  has  I  ^ 
greatly  increased.  At  the  same  time,  the  develop-  ^ 
ment  of  frozen  foods  and  the  greater  use  of  glass 
and  paper  for  containers  may  reduce  our  demands  e 
for  tin.*'* 

There  are  many  indications,  on  the  other  hand,  c 
that  certain  developments  will  offset  these  reduc-  >  1 
tions  in  import  demand.  American  resources  of  I  c 
copjxr,  lead  and  zinc — and  possibly  of  the  best-  v 
grade  iron  ores — are  already  threatened  with  de-  ^  I 
pletion,  and  purchases  of  these  metals  from  abroad  j  f 
in  considerably  greater  quantities  than  in  pre-war  ■  c 
years  can  be  expected.  Our  needs  for  bauxite  and  p 
chromite  have  been  augmented,  and  will  neccessi-  1 
tate  increased  imports.  More  impxjrtant,  if  less  ;  c 
certain,  will  be  our  |x>sition  with  respect  to  pjctrole-  t 
um.  While  the  adequacy  of  domestic  reserves  is  ti 
still  a  moot  pioint,”  it  seems  probable  that  the  r 
United  States  will  have  post-war  net  impxirts  of  t( 
oil  running  into  the  hundreds  of  millions.  At  the  0 
same  time,  conservation  of  our  timber  resources  e 
will  almost  certainly  lead  to  purchases  of  lumber 
on  a  large  scale,  while  our  imports  of  paper,  pulp  " 
and  pulpwood  may  easily  soar  to  new  heights.  And  n 
finally,  if  the  American  food  budget  should  be  „ 

13.  Imports  of  raw  silk,  which  averaged  roughly  $400,000,000  r 
a  year  in  the  late  twenties,  had  dropped  to  $100,000,000  in  tht  U 
thirties. 

,,  St 

14.  See  “To  Trade  or  Not  to  Trade,"  Fortune  (New  York),  [ 

May  1944.  1  J 

15.  See  Blair  Bollcs,  “Oil:  An  Economic  Key  to  Peace,”  ftt  0 
eigii  Policy  Reports,  July  i,  1944. 
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as  high  as  some  estimates  put  it,**^  imports  of  food¬ 
stuffs  to  supplement  domestic  production  might 
add  considerably  to  the  import  total. 

Imprtant  influences  will  be  at  work,  then,  some 
tending  to  decrease,  others  to  increase  the  physical 
volume  of  imports  in  relation  to  the  level  of  ac¬ 
tivity  in  the  domestic  economy.  Probably  these 
factors  will  more  or  less  offset  each  other,  although 
this  may  depend  on  the  relative  importance  of  syn¬ 
thetics  in  the  post-war  years.  It  is  possible  that, 
as  a  result  of  developments  in  synthetic  produc¬ 
tion,  the  United  States  will  not  conform,  as  it  has 
in  the  past,  to  the  precedent  that  when  a  nation 
becomes  industrialized  it  also  becomes  more  and 
more  dependent  on  imports  of  raw  materials.  On 
the  other  hand,  if  light  metals  take  a  relatively 
large  place  in  our  post-war  economy,  this  country 
will  be  increasingly  dependent  on  outside  sources 
of  supply.  Regardless  of  these  developments,  it 
seems  likely  that  under  conditions  of  full  produc¬ 
tion  the  United  States  will  import  large  quantities 
not  only  of  industrial  raw  materials  but  also  of 
foodstuffs  and  manufactures.  Any  increase  in  the 
volume  of  imports  of  the  latter  two  will  depend 
to  a  considerable  extent,  however,  on  the  nature 
of  tariff  reductions  resulting  from  the  multilateral 
agreements  mentioned  above. 

EFFECT  OF  TARIFFS  ON  IMPORTS 

It  is  difficult  to  assess  the  influence  a  reduction 
of  the  American  tariff  might  produce  on  import 
levels.  Indeed,  it  is  sometimes  argued  that  low¬ 
ering  of  our  tariff  would  have  little  effect  on  the 
volume  of  commodities  imported  by  this  country.^’ 
But  there  can  be  little  doubt  that  greater  im¬ 
ports  would  be  encouraged  by  tariff  reductions 
on  both  agricultural  and  industrial  commodities 
produced  in  this  country  at  relatively  high  cost. 
The  tariff  on  sugar,  which  is  estimated  to  have 
cost  the  American  people  $290,000,000  in  1937,’®  is 
the  outstanding  example  of  agricultural  high  pro¬ 
tectionism;  fresh  vegetables,  eggs,  butter,  cheese, 
meat,  wheat,  cotton  and  wool  have  also  been  pro¬ 
tected  by  tariffs  of  over  50  per  cent.’^  Lowering 
of  the  tariff  on  these  products  would  undoubtedly 
encourage  a  larger  volume  of  imports. 

The  effects  of  a  change  in  American  tariff  policy 
would  probably  be  greatest,  however,  with  respect 
to  manufactured  consumers’  goods  such  as  those 

16.  Foreign  Trade  After  the  War,  cited,  p.  9. 

•7-  Sec  The  Economist,  December  4,  1943,  where  this  posi¬ 
tion  is  taken,  apparently,  to  support  its  view  that  a  persistent 
shortage  of  dollars  in  the  world  necessitates  establishment  of  a 
sterling  trade  bloc. 

18.  Eugene  Staley,  World  Economic  Development:  Effects  on 
Advanced  Industrial  Countries  (Montreal,  International  Labor 
Office,  1944),  P-  183. 
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normally  imported  from  Europe,  but  which  might 
be  imported  at  some  future  date  from  an  indus¬ 
trializing  nation  like  Brazil.  These  products  can  be 
divided  roughly  into  two  classifications:  first,  tex¬ 
tiles  and  wearing  apparel;  second,  miscellaneous 
finished  manufactures  with  a  high  labor  content, 
such  as  clocks  and  watches  and  certain  types  of 
chemicals,  machinery  and  scientific  instruments. 

Examination  of  the  effects  of  the  1930  tariff  on 
imports  of  a  selected  group  of  finished  manufac¬ 
tures  suggests  the  possibilities  of  tariff  reduction. 
Imports  in  the  group  fell  from  1.7  per  cent  of  do¬ 
mestic  production  of  similar  goods  in  1929  to  one 
per  cent  of  domestic  production  in  1937.  This 
constituted  a  reduction  of  41  per  cent,  or  approxi¬ 
mately  $200,000,000,  which  can  be  attributed  in 
large  measure  to  the  increase  of  rates  under  the 
1930  Tariff  Act.^°  Even  assuming  production  and 
imports  in  1948  at  double  the  levels  of  1935-39,  a 
substantial  reduction  in  existing  tariffs  on  this  list 
of  goods  would  not  necessarily  lead  to  an  increase 
of  imports  of  the  magnitude  of  $400,000,000,  in 
view  of  changes  in  consumers’  habits  and  relative 
cost  of  production  in  the  United  States  and  for¬ 
eign  countries.  But  major  tariff  reductions  on  these 
goods,  and  on  synthetic  textiles  or  other  newly 
developed  products  in  certain  lines  of  which  for¬ 
eign  nations  have  special  cost  advantages,  could 
hardly  fail  to  increase  substantially  the  volume  of 
commodities  imported  by  the  United  States. 

IMPORT  ESTIMATES  FOR  I948 

Secretary  of  State  Cordell  Hull  probably  had  in 
mind  the  lowering  of  our  tariff  barriers  on  goods 
of  this  kind  when,  on  May  19,  1944,  he  expressed 
his  belief  that  “the  great  majority  of  American 
businessmen  will  recognize-  the  need,  as  well  as 
the  unique  opportunity,  for  utilizing  our  enormous 
capacity  in  the  production  of  the  kinds  of  peace¬ 
time  goods  best  suited  to  our  material  and  human 
resources;  for  choosing  those  lines  of  production 
that  can  stand  on  their  own  feet  without  heavy 
tariff  protection  or  subsidies.’’^*  A  tariff  reduction 
policy  designed  on  this  principle  would  not  only 
permit  the  United  States  to  increase  its  standard 

19.  In  addition  to  restricting  imports  of  agricultural  products, 
the  United  States  in  the  late  thirties  used  subsidies  to  promote 
their  export.  From  July  27,  1939  to  the  end  of  January  1940 
the  American  people  paid  export  subsidies  of  $45,000,000  for 
cotton  and  cotton  products,  and  between  March  5,  1936  and 
January  3,  1940  export  subsidies  of  $20,000,000  for  wheat.  Carl 
Kreider,  The  Anglo-American  Trade  Agreement  (Princeton, 
Princeton  University  Press,  1943),  pp.  220-26. 

20.  This  change,  of  course,  cannot  be  attributed  exclusively  to 
the  1930  tariff.  Other  factors,  notably  the  underutilization  of 
our  productive  capacity  throughout  the  thirties,  were  also  in¬ 
volved. 

21.  New  Yor\  Times,  May  20,  1944. 
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of  living  by  taking  greater  advantage  of  compara¬ 
tive  efficiencies  of  production,  but  also  increase  the 
supply  of  dollars  in  the  interests  of  our  exports  and 
the  standard  of  living  of  the  rest  of  the  world.^^ 

It  was  pointed  out  above  that,  on  the  basis  of 
relationships  existing  between  1935  and  1939,  capac¬ 
ity  output  in  1948  might  mean  that  the  United 
States  would  be  importing  commodities  valued 
at  $6.3  billion  at  1942  prices.  If  in  addition  it  is 
assumed  that  American  tariffs  will  be  reduced 
fairly  substantially  in  1945  or  1946,  it  seems  pos¬ 


sible  that  imports  might  amount  to  as  much  u  | 
say  $7  billion.  Uncertainty  with  respect  to  both 
our  ability  to  maintain  capacity  output  and  the 
effects  of  wartime  changes  on  imports  suggest,! 
however,  that  this  total  should  be  taken  as  thc[ 
maximum  that  could  be  expected.  It  is  probably! 
wise,  therefore,  to  anticipate  the  possibility  of  an 
import  volume  far  below  $7  billion  and  to  consider ! 
that  a  reasonably  optimistic  estimate  for  1948  im¬ 
ports  might  be  in  the  neighborhood  of  $5.5  ii 
billion.^*  1 


A  TRIAL  BALANCE  OF  PAYMENTS,  1948 


{in  millions  of  dollars) 


Merchandise  Trade: 

Imports 

Supplying 

Dollars 

5,500 

Using 

Dollars 

Exports 

7,800  ' 

Services  and  Other 

Current  Items  (Net) : 

Shipping 

Travel 

600 

Remittances  and  Contributions 

250 

_  j 

Interest  and  Dividends 

. 

600 

Government  Items 

250 

■ 

Capital  Account  (Net) : 

Long-term 

1,400 

f 

Gold  and  Short-term 

400 

— 

Total 

8,400 

8,400  1 

OTHER  SOURCES  OF  DOLLARS 

In  addition  to  providing  dollars  through  pay¬ 
ment  for  merchandise  imports,  the  United  States 
normally  supplies  large  amounts  of  dollar  exchange 
through  current  service  items,  such  as  shipping 
and  travel,  and  through  exports  of  capital.  Pro¬ 
jections  of  past  relationships  in  this  case  show 
that  in  1948  the  United  States  might  supply  in  the 
neighborhood  of  $4  billion  for  both  service  and 
long-term  capital  transactions,  while  payments  to 
this  country  on  the  same  accounts  would  be  $3.3 
billion,  leaving  a  net  supply  of  $700,000,000.*“* 
But  since  various  influences  which  heavily 
weighted  these  accounts  in  the  inter-war  years — 
notably  the  large  capital  transfers  to  the  United 
States  in  the  thirties — will  hardly  be  repeated  after 
World  War  II,  it  is  necessary  to  substitute  rough 

22.  Encouragement  of  imports  during  the  immediate  post¬ 
war  years,  when  there  may  be  acute  domestic  shortages  in  some 
commodities,  would  also  tend  to  reduce  the  danger  of  inflation 
in  this  country.  See  Sumner  H.  Slichter,  “Foreign  Trade  and 
Postwar  Stability,"  Foreign  Affairs  (New  York),  july  1945. 


estimates  based  on  judgments  of  wartime  change  j 
and  post-war  conditions.  Tentative  estimates  for' 
service  and  capital  transactions,  which  are  set  mill 
way  between  the  upper  and  lower  limits  suggesui^ 
below,  arc  given  in  the  table  above.  This  hypo; 
thetical  balance  of  payments  for  1948  shows  a| 
net  dollar  supply  on  capital  and  current  (non, 
merchandise)  account  of  $2.3  billion.  When  added 
to  the  import  figure  of  $5.5  billion,  this  would 
bring  the  total  net  supply  of  dollars  in  1948  to . 
I7.8  billion,  permitting  an  export  volume  of  like  _ 
amount.  j 

23.  A  tremendous  stockpiling  program,  which  is  being  advo¬ 
cated  in  certain  quarters  in  the  interests  of  American  exports  > 
well  as  American  security,  would  undoubtedly  have  a  substanti^ 
effect  on  the  supply  of  dollars,  but  it  is  extremely  doubtful  i 
such  a  program  is  practical.  On  the  one  hand,  Latin  Ameria 
would  probably  be  the  only  area  both  able  and  willing  to  supph 
strategic  materials  in  quantities  sufficient  to  accommodate  vf 
major  increase  in  trade  in  the  immediate  post-war  years;  on  tk 
other  hand,  domestic  fears  that  a  really  large  government  stock¬ 
pile  could  never  remain  frozen  indefinitely,  but  would  instesd  I 
be  put  on  the  market,  will  naturally  prove  a  political  obstacle 
in  the  way  of  its  acceptance  by  Congress. 

24.  Foreign  Trade  After  the  War,  cited,  pp.  10-15. 
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SERVICES  AND  OTHER  CURRENT  ITEMS 

During  the  inter-war  years  travel  expenditures 
of  Americans,  personal  remittances,  institutional 
contributions  from  this  country  and  government 
expenditures  abroad  provided  a  large  supply  of 
dollar  exchange  to  foreign  nations.  In  1929  Ameri¬ 
can  travelers  expended  almost  half  a  billion  dol¬ 
lars  in  foreign  countries,  while  foreigners  spent 
only  $140,000,000  in  this  country,  making  net  pay¬ 
ments  of  roughly  $350,000,000  by  the  United 
States.^’  With  a  high  level  of  domestic  prosperity 
it  seems  possible  that  in  1948  American  spending 
abroad  will  exceed  the  1929  figure,  and  that  net 
payments  might  amount  to  $700,000,000.  If  the 
domestic  economy  is  operating  at  less  than  full 
capacity,  however,  and  conditions  abroad  are  not 
conducive  to  travel,  net  payments  would  hardly 
be  over  $500,000,000. 

Regardless  of  business  levels  in  this  country, 
personal  remittances  can  be  expected  to  continue 
the  downward  trend  of  the  inter-war  years,  and 
by  1948  amount  to  somewhat  less  than  the  1939 
figure  of  $108,000,000.  Institutional  contributions, 
including  the  Red  Cross,  will  probably  soar  to 
four  or  five  times  the  $43,000,000  of  1939  if  the 
United  States  is  prosperous,  and  should  in  any 
case  be  at  least  in  the  neighborhood  of  $100,000,- 
000.  This  suggests  totals  of  from  $200,000,000  to 
$300,000,000  for  these  two  items. 

Government  items  are  estimated  at  a  minimum 
of  $200,000,000  on  the  assumption  that  maintenance 
of  overseas  diplomatic  and  military  establishments 
will  involve  expenditures  of  half  this  amount, 
while  government  aid  to  foreign  countries  will  be 
at  least  $100,000,000  more  than  the  receipts  pro¬ 
vided  through  collection  of  damages  and  settle¬ 
ment  of  lend-lease  accounts.^^  A  total  of  $300,000,- 
000  for  government  items  would  be  quite  possible, 
however,  if  prosperity  at  home  warranted  greater 
expenditures  on  our  establishments  abroad  and  if 
larger  purchases  for  their  maintenance  were  made 
in  foreign  countries. 

With  respect  to  interest  and  dividends,  an  ac¬ 
count  through  which  dollars  are  used  rather  than 
supplied,  it  seems  possible  that  in  1948  the  United 
States  will  be  in  receipt  of  at  least  $450,000,000,  as 
compared  with  average  receipts  of  slightly  over 
$300,000,000  in  the  period  1933-39.  Two  considera¬ 
tions  suggest  a  figure  of  this  magnitude:  the  prob- 

35.  Figures  for  the  inter-w.ir  years  in  this  section  are  taken 
from  The  United  States  in  the  World  Economy,  cited.  Appendix, 
Table  I,  "United  States  Balance  of  International  Payments, 
>9t9-39-" 

36.  Receipts  from  settlement  of  lend-lease  accounts  will  prob¬ 
ably  not  be  more  than  several  hundred  million  dollars  at  most. 
See  H.  P.  Whidden,  Jr.,  "Reaching  a  Lend-Lease  Settlement,” 
Foreign  Policy  Reports,  April  15,  1944. 
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ability  of  American  exports  of  long-term  capital 
running  to  a  minimum  of  $800,000,000  annually 
from  1946  to  1948,^^*  and  the  reduction  in  American 
payments  on  foreign  investments  in  this  country 
resulting  from  the  liquidation  of  many  British 
holdings  prior  to  the  inauguration  of  lend-lease. 
If,  however,  American  capital  exports  on  long¬ 
term  reach  a  total  of  $2  billion,  a  possibility  sug¬ 
gested  below,  and  returns  on  old  investments  are 
increased  by  world-wide  prosperity,^^  the  United 
States  might  easily  be  in  receipt  of  $750,000,000 
from  interest  and  dividends. 

UNCERTAIN  POSITION  OF  SHIPPING 

Although,  in  the  past,  net  payments  for  ship¬ 
ping  services  have  contributed  substantially  to 
the  supply  of  dollars — ^an  average  of  $85,000,000 
for  both  passengers  and  goods  during  the  years 
1930-39 — no  entry  has  been  made  for  shipping 
because  of  the  uncertainty  as  to  American  pol¬ 
icy  in  this  field.  Wartime  developments,  which 
may  leave  the  United  States  at  the  end  of  hos¬ 
tilities  with  well  over  half  the  world’s  ocean¬ 
going  tonnage,^*  and  Britain,  Norway  and  Hol¬ 
land  with  merchant  fleets'  far  below  their  pre-war 
size,  will  fundamentally  alter  the  world  dipping 
picture.  It  suggestions  made  in  some  quarters — 
that  American  ships  carry  50  per  cent  of  our  ex¬ 
panded  post-war  trade  and  also  service  a  large 
part  of  the  trade  routes  formerly  served  by  the 
Axis  nations^’ — were  to  be  adopted  and  realized,  it 
seems  possible  that  net  receipts  from  shipping 
might  amount  to  over  $50,000,000.  But  since  this 
post-war  objective  could  be  realized  only  by  means 
of  a  heavy  national  expenditure  in  subsidies,  the 
United  States  would  in  effect  be  paying  subsidies 
to  earn  foreign  exchange  it  would  not  need,  and 
depriving  foreign  nations  of  dollars  that  might 
otherwise  be  spent  on  American  exports.  For  the 
increased  trade  on  which  the  suggested  American 
merchant  marine  could  earn  over  $50,000,000  might 
result  instead — if  there  were  no  change  in  Ameri¬ 
can  shipping  policy  from  pre-war  years — in  for¬ 
eign  nations  several  years  after  the  war  receiving 
net  earnings  from  us  of  around  $150,000,000,  rather 
than  making  net  payments  to  us.  Thus,  a  shipping 
policy  designed  to  support  a  high-cost  American 

26a.  With  interest  rates  averaging  4  to  5  per  cent. 

27.  Under  these  conditions,  payments  to  foreigners  on  their 
investments  in  this  country  would  also  increase,  but  since  our 
investments  abroad  are  much  the  greater,  the  net  effect  would 
be  as  indicated. 

28.  Likely  to  be  in  excess  of  60  million  gross  tons,  compared 
with  50  million  in  1939.  J.  Hans  Adler,  “British  and  American 
Shipping  Policies:  A  Problem  and  a  Proposal,”  Political  Science 
Quarterly  (New  York),  June  1944,  p.  193. 

29.  For  a  brief  summary  of  proposals  for  American  post-war 
shipping  policy,  see  ibid.,  pp.  196-99. 
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merchant  marine  at  the  expense  of  low-cost  pro¬ 
ducers  of  shipping  services  might  cut  the  potential 
supply  of  dollars  by  as  much  as  $200,000,000.^° 

Security  reasons  alone  may,  of  course,  make  such 
a  policy  necessary.  In  the  absence,  however,  of  any 
official  estimate  that  a  certain  tonnage  will  be  es¬ 
sential  for  our  security,  but  on  the  assumption  that 
the  United  States  will  for  some  years  at  least  main¬ 
tain^  a  fleet  considerably  larger  than  in  pre-war 
years,  it  is  assumed  that  there  will  be  an  approxi¬ 
mate  balance  in  shipping  payments  and  receipts.^’ 

CAPITAL  EXPORTS 

Exports  of  capital  from  the  United  States,  in¬ 
cluding  portfolio  and  direct  investments  as  well 
as  loans,  will  almost  certainly  constitute  the  most 
important  item,  apart  from  merchandise  imports, 
in  the  post-war  supply  of  dollars.  In  view  of  the 
world’s  needs  for  reconstruction  capital,  it  seems 
unlikely  that  American  capital  exports  will  be  less 
than  $800,000,000  annually  —  a  figure  comparable 
with  the  average  annual  exports  of  long-term 
Ameiican  capital  in  the  three-year  period  1920-22. 
At  the  same  time.  United  States  purchases  of 
newly  produced  gold  would  provide  additional 
dollar  exchange  to  foreign  nations  and  might,  in 
conjunction  with  short-term  capital,  add  at  least 
$300,000,000  to  the  capital  account. 

Consideration  of  opportunities  for  investment  in 
industrially  backward  countries,  as  well  as  recon¬ 
struction  needs,  suggests  the  possibility,  however, 
that  exports  of  capital  from  the  United  States  will 
be  considerably  in  excess  of  $800,000,000.  But  the 
first  task  in  trying  to  reach  a  reasonable  estimate 
is  to  obtain  at  least  a  rough  idea  of  the  world’s 
capital  requirements.  In  one  case,  that  of  Europe’s 
immediate  needs,  evidence  from  the  reconstruc¬ 
tion  period  after  World  War  I  supplies  a  pioint  of 
departure.  According  to  an  estimate  of  the  Eco¬ 
nomic,  Financial  and  Transit  Department  of  the 
League  of  Nations,  continental  Europe  in  the 
years  1919-20  imported  foodstuffs  to  the  value  of 
$6.3  billion,  raw  materials  valued  at  $7.2  billion, 
and  finished  goods  worth  $3.9  billion — a  total  of 
$17.4  billion.  Merchandise  exports,  gold  transfers 
and  “invisible”  exports  supplied  payments  of  $5 
billion,  $100,000,000,  and  $5.6  billion,  respectively, 
while  it  is  estimated  that  the  balance  of  $6.7  billion 

30.  This  would  be  true  regardless  of  the  fact  that  with  an 
expanded  world  trade  the  shipping  carried  by  other  nations  could 
rise  to  pre-war  levels. 

31.  An  American  tariff  policy  reducing  protection  for  high- 
cost  agricultural  and  industrial  producers  in  the  United  States 
would  suggest  a  similar  policy  toward  shipping,  but  it  is  not 
impossible  that  the  United  States  will  pursue  somewhat  divergent 
policies  in  these  two  fields. 
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was  financed  by  $4  billion  in  long-term  loans  and 
$2.7  billion  in  short-term  credits.^^  Although  it 
would  be  unwise  to  hazard  an  estimate  of  the  cor¬ 
responding  amounts  after  this  war,  it  is  hardly  con¬ 
ceivable  that  the  needs  will  be  smaller,  and  reason¬ 
ably  certain  that  the  United  States  will  grant  the 
greater  part  of  the  long-term  loans  necessary  to 
take  care  of  reconstruction  requirements  not  pro¬ 
vided  for  by  “transition”  dollar  sources  such  as 
UNRRA,  dollar  balances  held  by  European  gov¬ 
ernments  in  the  United  States,  gold  holdings  and 
short-term  credits. 

Estimates  of  Russia’s  need  for  American  capital, 
in  the  form  of  credits,  have  ranged  as  high  as  $5 
billion  during  the  first  post-war  decade.^^  Credits 
of  this  magnitude — even  if  the  aggregate  were  di¬ 
vided  between  short,  medium  and  long-term  cred-  t 
its — seem  unlikely,  however,  and  a  safer  estimate 
would  probably’ be  2  to  3  billion,  with  ultimate 
repayment  of  interest  and  principle  assured  through 
multilateral  transfer  as  well  as  American  imports 
of  Russian  goods. 

CAPITAL  NEEDS  OF  BACKWARD  AREAS  | 

Turning  to  Latin  America  and  Asia,  the  future  ^ 
is  in  some  ways  easier  to  estimate  and  in  others 
more  difficult.  With  the  possibility  of  direct  in¬ 
vestments,  capital  exports  to  these  areas  can  be 
based  on  trade  prospects  over  a  longer  run  than 
in  the  case  of  Russia,  but  there  are  perhaps  greater 
uncertainties,  some  of  them  political,  as  to  the 
capacity  of  Latin  America  and  Asia  to  absorb  large  ' 
amounts  of  capital.  Estimates  have  been  made  of  i 
Latin  American  investment  needs,  however,  which 
indicate  that  for  the  first  post-war  decade  this  area  i* 
could  readily  use  investments  of  5  to  6  billion 
dollars.  Of  this  amount,  3  to  3.5  billion  would 
have  to  come  from  outside  sources,  largely  the 
United  States.^”*  In  the  case  of  Asia,  if  the  assump¬ 
tion  is  made  that  investment  will  take  place  at 
the  same  rate  in  relation  to  population  and  area 
as  in  Japan  during  the  decades  1900-36,  it  can  be 
estimated  that  investment  for  the  first  post-war 
decade  would  be  $26.5  billion — $13.6  in  China,  ^ 
$7.2  in  India,  $2.2  in  the  Netherlands  Indies,  and 
$3.5  in  other  areas.  Of  this  total,  probably  two- 
thirds  would  have  to  be  supplied  from  sources  out¬ 
side  Asia,^’  perhaps  one-third  from  the  United 
States.  Whether  these  estimates  of  capital  needs 

32.  Europe’s  Overseas  Needs,  tgig-igzo  (Geneva,  League  of 
Nations,  1943),  pp.  23,  24,  30.  Derived  from  Staley,  World 
Economic  Development,  cited,  p.  81. 

33.  Business  Weei;^,  January  22,  1944. 

34.  Staley,  World  Economic  Development:  Effects  on  Advanced 
Industrial  Countries,  cited,  p.  75. 

35.  Ibid.,  pp.  71,  77. 
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in  Latin  America  and  Asia  should  prove  roughly 
accurate  and  whether  the  needs  will  be  filled  as 
indicated,  time  alone  will  tell,  but  they  suggest 
the  possibility  that  annual  capital  exports  from  the 
United  States  to  the  two  regions  might  average 
over  a  billion  dollars  during  the  first  ten  years 
after  the  war. 

If,  in  addition  to  the  reconstruction  requirements 
of  Europe  and  Russia  and  the  long-term  invest¬ 
ment  needs  of  Asia  and  Latin  America,^^  account 
is  taken  of  possible  loans  to  Britain  and  investment 
opportunities  in  countries  like  Canada  and  the 
other  Dominions,  it  seems  possible  that  the  United 
States  might  be  making  capital  exports  totaling 
around  $2  billion  in  1948,  after  having  exported 
even  larger  amounts  during  the  immediate  post¬ 
war  years  when  Europe’s  and  Russia’s  reconstruc¬ 
tion  needs  will  be  greatest.  Capital  exports  rang¬ 
ing  in  amount  from  $800,000,000  to  $2  billion  are 
suggested,  then,  as  possibilities  for  the  year  1948. 
If  conditions  are  such  as  to  encourage  the  higher 
figure,  it  might  be  expected  that  short-term  credits 
would  also  be  greater  and  that  the  entry  for  short¬ 
term  capital  and  gold  should  be  increased  to  at 
least  $500,000,000. 

CAPITAL  EXPORT  ESTIMATES  FOR  I948 

The  amount  of  American  capital  exports  in 
1948  will  not  be  determined  solely,  however,  by 
the  world’s  requirements  for  credit.  The  capacity 
of  the  United  States  to  take  imports  from  foreign 
countries  will  also  be  an  important  consideration. 
Prospective  borrowers  are  not  likely  to  mortgage 
themselves  unless  they  feel  reasonably  sure  that 
this  country  will  buy  their  exports.  For  a  policy  of 
foreign  lending  on  our  part  intended  simply  to 
promote  the  sale  of  American  goods — that  is,  to 
support  foreign  demand  at  untenable  levels — could 
only  result  in  the  accumulation  of  a  vulnerable 
international  debt  structure  and  lead  to  repetition 
of  the  experience  of  the  thirties.  Exports  of  Ameri¬ 
can  capital  must  be  related,  therefore,  to  the  de¬ 
gree  in  which  the  United  States  can  be  expected 
to  permit  other  countries  to  discharge  their  obli¬ 
gations  by  means  of  current  trade. 

Other  factors,  too,  will  have  a  decisive  influence 
on  the  amount  of  American  capital  exported  in 
the  post-war  years.  Repeal  of  the  Johnson  Act  of 
1934,  to  permit  private  loans  to  governments  in 
default  on  their  war  debts,  will  probably  be  neces¬ 
sary  to  facilitate  a  large  flow  of  capital  from  the 
United  States.  The  terms  on  which  foreign  coun- 

36.  Investment  needs  in  Poland  and  eastern  and  southeastern 
Europe  have  been  estimated  at  $925,000,000  annually  for  the 
first  post-war  decade  (ibid.,  pp.  75-77),  but  these  may  be  largely 
filled  by  Britain.  Germany  and  Russia  rather  than  by  the 
United  States. 


tries  receive  capital  will  also  be  a  determining 
factor,  particularly  with  respect  to  direct  invest¬ 
ments.  13ut  most  important  of  all  will  be  the  level 
of  economic  activity  in  the  world  and  the  pros¬ 
pects  for  stability  in  the  mechanisms  of  interna¬ 
tional  trade  and  finance. 

Whether  by  means  of  bilateral  agreements  or, 
as  seems  more  promising,  by  means  of  the  world 
bank  and  the  international  monetary  fund  ap¬ 
proved  by  representatives  of  the  United  Nations 
at  the  Bretton  Woods  Conference  of  July  1944, 
methods  must  be  found  not  only  to  encourage 
reconstruction  and  long-term  development  loans 
but  also  to  maintain  stable  exchange  rates  and  to 
avoid  competitive  devaluation,  blocked  balances 
and  bilateral  clearings  by  assisting  deficit  countries 
to  achieve  international  liquidity.*^  Otherwise,  bal¬ 
ance  of  payment  difficulties  left  unresolved  by  mul¬ 
tilateral  reduction  of  trade  barriers  may  create  con¬ 
ditions  unfavorable  to  the  extension  of  large 
amounts  of  credit  by  surplus-capital  countries  like 
the  United  States. 

With  these  considerations  in  mind,  it  is  suggested 
that  a  reasonable  estimate  for  American  capital  ex¬ 
ports  in  1948 — after  the  heaviest  reconstruction  re¬ 
quirements  have  been  met — would  be  somewhere 
between  the  $800,000,000  and  $2  billion  figures 
given  above,  possibly  in  the  neighborhood  of  $1.4 
billion.  Short-term  capital  might  also  be  lower,  at 
perhaps  $400,000,000  in  conjunction  with  gold — 
making  a  total  of  $1.8  billion  on  capital  account. 
With  $5.5  billion  from  imports  and  $500,000,000 
net  from  current  (non-merchandise)  account,  this 
would  provide  a  net  dollar  supply  of  $7.8  billion. 

POST-WAR  EXPORTS 

Given  the  supply  of  dollars  suggested  above — 
which  would  make  effective  a  world  demand  for 
American  exports  amounting  to  $7.8  billion^®  — 
two  questions  may  be  asked:  what  commodity  pat¬ 
tern  might  be  expected  for  post-war  exports,  and 
in  what  markets  might  they  be  sold.?  In  neither 
case,  of  course,  will  it  be  possible  to  give  definite 
answers,  but  statistical  projections  of  merchandise 
exports  based  on  past  relationships  and  a  break¬ 
down  of  pre-war  markets  may  be  useful  as  guides 
to  the  future. 

COM.MODITY  PATTERN  OF  U.S.  EXPORTS 

The  following  table,  showing  a  hypothetical  $7 
billion  export  trade,  provides  a  good  starting  point 
for  an  analysis  of  export  possibilities  in  the  post¬ 
war  period. 

37.  These  problems  will  be  discussed  in  a  forthcoming  issue 
of  Foreign  Policy  Reports. 

38.  On  the  assumption  that  foreign  nations  would  not  prefer 
to  accumulate  dollar  balances  and  gold. 
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A  HYPOTHETICAL  7  BILLION  DOLLAR  EXPORT  TRADE* 


{in  millions  of  dollars) 

1929 

1937 

1948 

Per  cent  change 

Commodity  Group 

exports 

exports 

projection 

from  1929 

from  1937 

Animals  and  animal  products,  edible 

244.2 

62.4 

128.1 

—48 

-fl05 

Animals  and  animal  products,  inedible 

117.5 

53.9 

120.1 

+  2 

+123 

Vegetable  food  products  and  beverages 

Vegetable  products,  inedible,  except  fibers  and 

509.3 

219.5 

620.3 

4-22 

+183 

wood 

303.8 

218.6 

365.4 

-f20 

+  67 

Textiles 

979.2 

467.3 

691.2 

—29 

+  48 

Wood  and  paper 

210.2 

137.2 

211.1 

+  3 

+  58 

Nonmetallic  minerals 

Metals  and  manufactures,  except  machinery  and 

739.7 

499.2 

1,032.2 

4-40 

4-107 

vehicles 

538.4  ■ 

501.8 

1,085.8 

-1-102 

+116 

Machinery  and  vehicles 

1,198.2 

889.0 

2,299.4 

-f92 

+159 

Giemicals  and  related  products 

152.1 

139.5 

234.2 

+54 

4-  68 

Miscellaneous 

164.3 

110.5 

205.6 

+25 

+  86 

Grand  Total 

5,157.0 

3,298.9 

-  7,000.0 

+36 

+112 

*Foreign  Trade  After  the  War,  cited,  p.  18.  The  projection  from  which  these  totals  were  taken  was  offered  by  the  Depart* 
ment  of  Commerce  with  the  warning  that  it  is  not  a  forecast  but  merely  a  statistical  projection  based  on  relationships  over 
the  period  from  1929  to  1939* 


In  the  light  of  long-run  movements  of  American 
exports  as  well  as  wartime  developments,  it  is 
necessary,  however,  to  introduce  certain  important 
modifications  to  the  picture  given  in  the  above 
table.  Agricultural  exports,  for  example,  are  likely 
to  continue  their  downward  trend  once  the  relief 
period  is  over,  owing  on  the  one  hand  to  increased 
domestic  demand  for  foodstuffs  under  sustained 
full  employment,  and  on  the  other  to  increasing 
competition  in  world  markets.  This  trend  might 
be  affected,  but  probably  not  reversed,  by  interna¬ 
tional  agreements  on  world  trade  in  agricultural 
products.  Textiles  will  probably  follow  much  the 
same  course,  and  may  even  disappear  as  an  im¬ 
portant  export  item  when  wartime  shortages  have 
been  made  up  and  the  competition  in  the  lower- 
price  field  of  industrializing  nations  such  as  Brazil 
and  Argentina  is  added  to  that  offered  in  high- 
grade  goods  by  a  nation  like  Britain.  There  may  be 
a  reduction,  also,  in  the  items  under  the  headings 
of  wood  and  paper,  and  some  lines  of  chemicals, 
since  the  United  States  has  less  relative  advantage 
in  the  production  of  these  commodities  than  in 
certain  others  such  as  producers’  equipment,  and 
the  tendency  could  be  for  foreign  nations  to  con¬ 
serve  their  dollar  exchange  for  the  latter. 

The  future  position  of  oil  will  profoundly  affect 
the  total  under  non-mctallic  minerals,  for  petrole¬ 
um  and  products  account  for  $817,000,000,  out 
of  the  $1,032,200,000  assigned  under  this  heading. 
But  whether  or  not  the  United  States  becomes  a 
net  importer  of  oil,  our  exports — including  petrole¬ 
um  products — will  hardly  be  over  $200,000,000  and. 


if  this  is  the  case,  the  total  of  non-metallic  mineral 
exports  should  be  reduced  by  some  $600,000,000. 

A  reduction,  though  not  nearly  as  large  as  that  1 
just  mentioned,  can  be  expected  in  the  metals  and 
manufactures  category.  Nonferrous  metals,  which 
contribute  $346,100,000  to  this  item,  will  undoubt¬ 
edly  show  a  drop  as  domestic  shortages  necessitate  | 
large  net  imports  of  zinc,  lead  and  copper,  although  ■ 
this  drop  will  be  partly  offset  by  exports  of  manu-  ^ 
factures  and  semimanufactures  made  from  these  : 
metals. 

ROLE  OF  MACHINERY  AND  VEHICLES  |! 

On  the  other  hand,  total  exports  of  machinery  i 
and  vehicles — even  with  exports  of  7  rather  than  7.8 
billion — could  be  expected  to  exceed  the  stagger¬ 
ing  total  of  over  $2  billion  which  is  projected. 
From  the  depths  of  the  depression  in  1932  through 
1939  exports  in  this  field  provided  a  steadily  ex-  1 
panding  proportion  of  American  sales  abroad.  The  | 
proportion  should  be  even  greater  in  the  post-war  i  I 
years,  when  the  world  demand  for  these  products  * 
may  be  limited  only  by  the  necessity  to  acquire  P  | 
dollars  for  their  purchase.  If  capital  exports  are  ' 
large,  especially  to  industrializing  countries,  exports  * 
which  follow  the  flow  of  capital  can  be  expected  to  f 
come  chiefly  from  the  equipment  industries.^’  ^ 

This  trend  in  American  foreign  trade  is  one  ‘r  ^ 

39.  While  reconversion  must  be  based  largely  on  domestic  ad-  ^ 
justments,  a  large  volume  of  exports  from  these  industries  will 
have  a  particularly  important  influence  in  promoting  full  output  ! 
and  employment  in  the  American  economy,  for  it  is  the  equip¬ 
ment  industries  which  have  undergone  the  greatest  wartime  ex-  r 
pansion  and  which  will  find  the  problem  of  reconversion  most  i; 
difficult.  ‘  j 
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j  that  commenced  in  the  last  quarter  of  the  nine¬ 
teenth  century.  In  1850  the  United  States  was  still 
L  largely  an  exporter  of  raw  materials,  such  as  cot- 
J  ton  and  tobacco,  and  an  importer  of  manufactured 
^  goods  from  Europe.  But  during  the  seventies  and 
j  eighties,  with  the  development  of  railway  trans¬ 
portation  across  the  continent,  the  United  States 
became  also  an  exporter  of  vast  quantities  of  food¬ 

PERCENTAGES  OF  CERTAIN  UNITED  STATES  EXPORTS,  1851-1940* 


1831-60 

1886-90 

1911-13 

1926-30 

1936-40 

Crude  materials  and  foodstuffs 

68.3 

53.1 

39.6 

30.8 

22.8 

!  Finished  manufactures 

12.3 

16.4 

30.7 

45.4 

52.4 

stuffs.  From  the  middle  of  the  nineties,  however, 
the  American  manufacturing  industry  rapidly 
turned  an  import  surplus  of  manufactured  goods 
into  an  export  surplus,  while,  after  the  turn 
of  the  century,  imports  of  raw  materials  and  crude 
foodstuffs  exceeded  exports.  It  is  only  necessary  to 
examine  the  following  table  to  appreciate  the  sig¬ 
nificance  of  these  changes. 


♦U.S.  Department  of  Commerce,  Bureau  of  Foreign  and  Domestic  Commerce,  Statistical  Abstract  of  the  United 
States,  1941  (Washington,  Government  Printing  Office,  1942),  pp.  534-35. 


The  shift  in  American  exports  can  be  attributed 
largely  to  the  relative  advantage  the  United  States 
has  in  manufacturing  industries  and,  as  suggested 
by  the  export  projection  given  above,  particularly 
in  certain  goods  such  as  machinery  and  vehicles. 
It  is  these  “dynamic”  goods,  forming  the  bulk  of 


American  exports  of  manufactures  for  many  years, 
which  have  expanded  most  rapidly  in  international 
trade  during  the  past  generation,  giving  the  United 
States  the  strong  position  with  respect  to  goods 
of  this  type  which  is  depicted  in  certain  trade  sta¬ 
tistics  covering  the  period  from  1913  to  1929. 


MANUFACTURED  EXPORTS  OF  BRITAIN,  GERMANY  AND  UNITED  STATES  IN  1929 — 
PERCENTAGE  DISTRIBUTION  INTO  COMMODITY  GROUPS 
BY  RATE  OF  TRADE  EXPANSION* 


Percentage  in  commodity  groups  expanding  in  international  trade,  1913-29,  by: 

Total  for  which 


Less  than  23% 

26-73%^ 

16-130%2 

Over  130%3 

data  available 

^  Britain 

2.1 

40.0 

33.5 

4.3 

79.9 

Germany 

2.1 

25.2 

55.3 

4.5 

87.1 

i  U.S.A. 

1.0 

16.1 

•  38.8 

28.6 

84.5 

1.  Includes  cotton  yarn,  wearing  apparel,  toys,  cotton  cloth  and  shoes. 

2.  Includes  steel-mill  products,  optical  and  mechanical  products,  machines,  and  clay  and  china 
products. 

3.  Includes  tires,  automobiles,  rayon  and  rayon  yarn,  electrical  communication  devices  and  phono 
graphs. 

♦Taken  from  Staley,  World  Economic  Development,  cited,  p.  151. 


It  seems  reasonable  to  conclude  from  the  figures 
given  above  that  the  United  States  will  be  in  an 
I  extremely  favorable  position  to  gain  expanded 
^  markets  in  a  post-war  world  of  overseas  industrial¬ 
ization  and  rising  income  levels,  for  American 
exports  are  typically  either  high-income  goods  or 
goods  needed  in  developing  production.  From  these 
!  facts  one  observer  has  concluded:  “Thus,  it  so 
happens  that  the  country  whose  governmental 
I  policies  and  business  decisions  will  have  the  great- 
j  est  influence  in  determining  whether  or  not  there 
■  will  be  vigorous  economic  developments  through- 
out  the  world  is  also  the  country  who.se  export 
trade  prospects  are  most  favorably  influenced  by 
world  economic  development.”^®  It  might  be  added 


that  American  exports  will  be  favorably  influenced 
by  the  world-wide  dispersal  of  lend-leasc  goods 
of  this  type.  While  maintaining  a  much  larger 
proportion  of  its  cash  export  trade  than  any  other 
major  trading  nation,  the  United  States  has  also 
gained  trade  advantages  from  the  greater  familiar¬ 
ity  of  lend-lease  recipients  with  the  latest  improve¬ 
ments  in  a  great  variety  of  American  goods.^* 

LOCATION  OF  POST-WAR  MARKETS 

Broadly  speaking,  it  can  be  said  that  the  trends 
in  American  economic  development  have  deter- 

40.  Staley,  World  Economic  Development,  cited,  pp.  151-53. 

41.  National  Foreign  Trade  Oiuncil,  "Foreign  Trade  Recon¬ 
struction  Studies  No  22”  (New  York,  August  1943),  p.  9. 
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mined  the  nature  of  American  exports  and  that 
the  nature  of  our  exports  has,  in  turn,  determined 
the  markets  for  American  goods.  In  large  measure 
this  explains  the  fact  that,  as  manufactures  dis¬ 
placed  raw  materials  and  foodstuffs  from  first  place 
in  the  American  export  total,  the  European  mar¬ 
ket  declined  in  relative  importance.'*^  In  1886-90 
Europe  (including  Britain)  absorbed  80  per  cent 
of  American  exports,  whereas  the  percentage  was 
70  in  1906-10,  48  in  1929,  and  42  in  1938.'*^  Mean¬ 
while,  however,  American  manufactures  found 
increasingly  large  outlets  in  regions  like  the  British 


Dominions  and  Argentina,  which  were  develop¬ 
ing  under  conditions  similar  to  those  the  Unit^ 
States  had  just  passed  through.^"*  But  in  the  tropics 
— from  which  such  a  large  proportion  of  American 
imports  has  come  in  recent  years — American  ex¬ 
ports  did  not  find  a  large  market,  being  less  able 
to  compete  with  the  non-durable  goods  in  which 
both  Europe  and  Japan  had  comparative  advan-  j 
tages.'*^  The  direction  of  American  foreign  trade 
in  1928  and  1938  indicates  the  relative  importance  ' 
of  our  pre-war  markets  after  these  developments 
had  taken  place.  1. 


DIRECTION  OF  UNITED  STATES  MERCHANDISE  TRADE* 


Percentage  shares  of: 

Imports 

1928  1938 

Exports 
1928  1938 

United  Kingdom 

6 

5 

16 

17 

Rest  of  Europe 

20 

23 

30 

25 

British  Dominions 

Canada  and  Newfoundland 

13 

15 

18 

16 

Australia,  New  Zealand  and  South  Africa 

3 

2 

4 

5 

Latin  America 

Mineral-producing  nations 

9 

8 

5 

7 

Tropical  agricultural  nations 

15 

16 

8 

8 

Non-tropical  agricultural  nations 

Asia 

3 

2 

4 

3 

India,  Burma,  Ceylon 

5 

4 

1 

1 

Southeast  Asia 

11 

14 

3 

4 

Japan,  Korea,  Formosa 

10 

6 

5 

8 

China,  and  other  continental  Asia 

4 

3 

3 

3 

Rest  of  world  (including  USSR) 

1 

2 

2 

3 

Total 

100 

100 

100 

100 

♦Taken  from  The  Network  of  World  Trade,  cited,  p.  52. 

IMPORTANCE  OF  EUROPE  AND  BRITAIN 

From  these  figures  it  is  apparent  that,  despite 
the  long-run  decline  in  the  relative  importance  of 
the  European-British  market,  it  still  bulked  ex¬ 
tremely  large  in  our  pre-war  export  trade,  absorb¬ 
ing  more  American  goods  than  the  combined  total 
taken  by  Latin  America,  Canada  and  the  other 

42.  The  increase  in  population  and  purchasing  power  of  other 
areas  had,  of  course,  a  substantial  influence  on  this  development, 
but  it  is  significant  that,  while  the  proportion  of  our  total  ex- 
fKirts  which  went  to  Europe  declined  steadily,  the  percentage 
taken  by  Europe  of  finished  manufactures  as  a  whole  amounted 
to  32  in  1910-14,  32  in  1926-30,  35  in  1931-35,  and  there¬ 
after  ranged  from  28  to  33.  The  United  States  in  the  World 
Economy,  cited,  pp.  61-62. 

43.  The  Network,  of  World  Trade  (Geneva,  League  of  Na¬ 
tions,  1942),  p.  51. 

44.  With  labor  relatively  scarce  in  these  regions,  there  was 
naturally  a  high  dependence  on  the  type  of  labor-saving  devices 
produced  by  American  industry  and,  with  transportation  prob¬ 
lems  similar  to  those  in  the  United  States,  a  high  demand  de¬ 
veloped  for  American  automobiles  and  trucks.  These  demands 
the  United  States  was  well  able  to  meet,  since  its  domestic  mar¬ 
ket  was  large  enough  to  permit  the  economics  of  mass  produc¬ 
tion. 


Dominions,  and  completely  dwarfing  the  shares 
going  to  Russia  and  (ihina.  After  World  War  11, 
European  and  British  demands  for  American  ex-  ; 
ports — both  producers’  and  consumers’  goods—  r 
will  undoubtedly  exceed  those  of  any  other  region 
and,  unless  forcibly  restrained,  will  make  this  area  I 
once  again  our  greatest  market.  ! 

Canada,  which  is  now  a  highly  industrialized  na-  p 
tion,  will  of  course  be  a  major  market  also,  and  may  : 
outrank  Britain,  as  it  did  in  1928,  as  our  best  cus-  I 
tomer.  It  is  because  Canada  and  Britain  are  single 
markets  of  great  size,  and  because  the  latter  is  also 
the  hub  of  the  Ottawa  preferential  system,  that 
they  offer  the  most  promising  fields  for  non-exclu¬ 
sive,  bilateral,  trade-barrier  reductions  within  the 
framework  of  a  multilateral  system.***^ 

45.  An  additional  impediment  to  the  sale  of  American  goods 
in  the  tropics,  particularly  Southeast  Asia,  was  the  need  of  this 
region  to  earmark  a  large  part  of  the  proceeds  from  its  exports 
for  transfer  of  the  yield  on  foreign  investments.  Sec  The  Net¬ 
work  of  World  Trade,  cited,  p.  53. 

46.  See  pp.  116-17. 
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On  the  basis  of  past  trends,  however,  it  might 
be  expected  that  the  greatest  expansion — and  pos¬ 
sibly  in  time  the  greatest  volume — of  our  export 
trade  would  be  with  industrializing  areas  like 
Latin  America,  Australia,  China  and  India,  and 
be  composed  largely  of  producers’  goods.  Russia 
could  very  well  be  put  in  this  classification  during 
the  period  of  reconstruction,  and  then  be  replaced 
in  part  at  least  by  eastern  Europe,  which  may  be 
an  area  of  rapid  economic  development  whose  needs 
will  not  all  be  filled  by  Britain,  Germany  and  a 
reconstructed  Russia. 

A  post-war  foreign  trade  along  these  lines  will  de¬ 
pend  on  re-establishment  of  a  multilateral  system  of 
trade  and  finance  in  which  the  United  States  main¬ 
tains  a  steady  flow  of  long-term  capital  and  accepts 
an  increasing  volume  of  imports.  Only  under  these 
conditions  will  it  be  ptossible  for  Europe  and  Brit¬ 
ain  to  expand  their  export  trade  as  an  offset  to 
wartime  investment  and  shipping  losses,'*’  and 
thus  obtain  the  means  to  sustain  their  purchases  of 
American  goods,  and  for  Russia  to  continue  for 
any  length  of  time  to  take  a  large  volume  of 
American  exports.'*®  And  finally,  only  in  a  multi¬ 
lateral  system  would  a  flow  of  investments  to 
economically  backward  areas  of  the  world  stimu- 

47.  The  importance  of  their  past  earnings  from  investments 
and  services  is  revealed  in  the  diagram  on  p.  128,  which  shows 
among  other  things  the  tremendous  merchandise  import  surplus 
of  Europe  and  Britain  both  in  1928  and  1938. 

48.  American  imports  of  Russian  manganese,  tungsten,  wood- 
pulp,  furs  and  caviar,  etc.,  will  hardly  be  adequate,  even  if 
supplemented  by  gold,  to  accommodate  the  servicing  of  large 
reconstruction  credits  plus  a  regular  flow  of  merchandise  exports 
to  Russia.  Imports  from  Russia  were  only  $18,000,000  in  1935 
and  $24,000,000  in  1928. 
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late  the  economic  activity  of  the  United  States  and 
the  countries  to  which  the  capital  goes,  and  at  the 
same  time  promote  the  economic  well-being  of 
other  countries  through  whom  the  yield  of  our 
capital  might  be  transferred."*^ 

CONCLUSION 

Viewing  our  present  position  in  the  world  econ¬ 
omy  in  the  perspective  of  history,  it  is  not  un¬ 
reasonable  to  contemplate  a  great  expansion  of 
American  foreign  trade  after  the  war — unless,  of 
course,  the  post-war  period  is  to  be  one  of  eco¬ 
nomic  nationalism,  quasi-isolationism,  and  narrow¬ 
ly  regarded  self-sufficiency.  The  restoration  and 
expansion  of  world  trade  will  not,  however,  be  an 
automatic  process.  If  this  country  should  fail  to 
maintain  its  domestic  economy  at  a  high  level  of 
activity,  to  pursue  a  foreign  economic  policy  con¬ 
sistent  with  its  economic  position  in  the  world, 
and  to  take  the  leadership  in  world  economic  co¬ 
operation,  the  frustrations  of  the  thirties  will  un¬ 
doubtedly  be  repeated.  On  the  other  hand,  if  the 
United  States  can  keep  both  its  domestic  economy 
and  its  foreign  trade  on  an  even  keel,  its  tremen¬ 
dous  productive  capacity  might  well  become  the 
generating  force  in  a  world-wide  trade  expansion 
comparable  with  that  of  the  nineteenth  century. 
In  this  field,  to  an  even  greater  extent  than  in  that 
of  political  and  military  affairs,  the  future  depends 
largely  on  our  own  decisions  and  actions. 

49.  As  the  yield  of  British  capital  in  the  tropics  has  been  trans¬ 
ferred,  stimulating  the  economic  development  of  third  countries, 
including  the  United  States.  The  Network,  of  World  Trade, 
cited,  p.  83. 
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The  U.S.  in  the  Multilateral  Trade  System* 

By  O.  K.  D.  Ringwood  and  H.  P.  Whidden,  Jr. 


•An  adaptation  of  the  diagrams  in  Network,  of  World  Trade  (Geneva,  League  of  Nations,  1942),  pp.  78,  90;  with  export  figures 
from  pp.  77,  90.  Diagram  is  based  on  merchandise  export  figtires  for  1928,  with  width  of  lines  in  proportion.  Figures  in  parentheses 
are  for  1938. 

Europe  (including  Britain):  Represents  continental  Europe  excluding  U.S.S.R.,  and  non-continental  Europe  including  Eire  and 
Iceland  as  well  as  Britain.  Europe  and  Britain  are  combined  here  to  simplify  the  diagram.  Regions  of  Recent  Settlement:  Includes 
British  Dominions  (South  Africa,  northern  North  America  and  Oceania),  and  non-tropical  agricultural  countries  of  Latin  Amcria. 
Tropics:  Includes  Central  Africa,  tropical  agricultural  and  mineral-producing  countries  of  Latin  America  and  tropical  Asia. 


Although  the  system  of  multilateral  trade  is  far  more 
complicated  than  the  above  diagram  suggests,  this 
graphic  representation  shows  the  general  nature  of  the 
multilateral  pattern  and  its  importance  to  American 
foreign  trade.  It  indicates,  above  all,  that  a  country’s 
best  customers  are  not  normally  its  chief  suppliers. 
For  example,  in  1928  the  U.S.  sold  to  Regions  of  Re¬ 
cent  Setdement  and  to  Europe  (including  Britain)  far 
more  goods  than  it  bought,  and  purchased  from  the 
Tropics  much  more  than  it  sold  there.  The  Regions  of 
Recent  Settlement  were  able  to  finance  their  import 
surplus  with  the  U.S.  by  means  of  an  export  surplus 
to  Europe  and  Britain.  At  the  same  time  Britain’s 


export  surplus  with  the  Tropics  helped  to  offset  its  im¬ 
port  surpluses  with  Regions  of  Recent  Settlement  and 
the  U.S.;  while  Europe’s  export  balance  with  Britain 
accommodated  in  part  its  import’  balances  with  the 
Tropics,  the  U.S.  and  Regions  of  Recent  Settlement 
However,  Europe  and  Britain  in  1928  offset  their  im¬ 
port  surpluses  with  the  U.S.  and  Regions  of  Rcccnl 
Settlement  largely  by  means  of  receipts  from  service! 
and  investments,  and  capital  imports  from  the  U5 
The  large  import  balance  in  American  trade  with  tin 
Tropics  was  particularly  important  to  Europe  and 
Britain  in  the  transfer  of  their  receipts  from  past  in¬ 
vestments  in  the  Tropics — interest  and  dividends  du< 
from  the  Tropics  reaching  them  via  the  U.S. 
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